Abstract
quality and investment enhanced economic growth in Sub-Saharan Africa. Moreover, India was found to have economically benefited more from foreign aid because of its liberalized financial markets (Ang 2010: 209) .
The current study deviates from prior empirical studies on similar subject matter in the following ways: (1) it used GDP per capita, which is a superior measure of economic growth and development, (2) it used financial development measures which represent the stock market, banking sector and the bond sector, (3) it used panel data analysis, (4) it focused on selected emerging markets as a bloc and (5) to the best of the author's knowledge, it is the first study to investigate the complementarity of foreign aid and financial development in enhancing economic growth in emerging markets.
Organization of the paper: The rest of the paper is structured as follows: Section 2 discusses the influence of foreign aid on economic growth from both a theoretical and empirical literature viewpoint. Section 3 is a description of the research methodology, data analysis and interpretation of results. Section 4 summarises the paper whilst section 5 concludes. Section 6 is the bibliography.
Impact of foreign aid on economic growth -a literature review
There are three theoretical rationales explaining the relationship between foreign aid and economic growth, namely the foreign aid-led positive growth hypothesis, foreign aid-led negative growth hypothesis and the mixed results hypothesis, as discussed next.
The foreign aid-led positive growth hypothesis was founded on Solow's (1956) neoclassical growth theory and was theoretically supported by Balde (2011) . According to Solow (1956) , savings enhance the accumulation of physical capital, investment and consequently economic growth. Balde (2011) , on the other hand, argued that foreign aid contributes to domestic savings, thus promoting physical capital accumulation and investment, which is necessary for economic growth. The endogenous growth theory proponents (Lucas 1988; Romer 1986 ) emphasised that human capital development is a necessary ingredient for economic growth. It is against this background that Kargbo (2012) argued that foreign aid enhances economic growth if it is directed more towards capacity building and technical assistance.
Empirical studies which supported the foreign aid-led positive growth hypothesis were done by Adam (2013) , Lof, Mekasha and Tarp, F. (2015) , Mekasha and Tarp (2015) , Hossain (2014) , Murshed and Khanaum (2012) , Al-Foul (2013) , Kargbo (2012) , Minoiu and Reddy (2009) and Moreira (2005) , among others.
Using a three-equation simultaneous-equations model with data ranging from 1990 to 2009, Adam (2013) investigated the influence of foreign aid on economic growth in the Economic Community of Western African States (ECOWAS). The study found that foreign aid had a significant positive impact on economic growth in the ECOWAS countries. Furthermore, foreign direct investment, the level of international reserves and interest rates were found to have had a significant positive effect on economic growth. A study by Minoiu and Reddy (2009) noted that foreign developmental aid was instrumental in promoting economic growth in developing countries. Using time series data analysis, Lof et al. (2015) explored the relationship between foreign aid and income. They found that foreign aid had a long run influence on income in the recipient country. Using dynamic panel data analysis, Jones and Tarp (2016) observed that foreign governance aid was instrumental in terms of promoting and strengthening political institutions in developing countries.
Hossain (2014) investigated the impact of foreign aid on economic growth in Bangladesh using multiple regression analysis with time series data from 1980 to 2012. The findings of this study were twofold: (1) economic growth was found to have been positively and significantly influenced by foreign aid and (2) institutions in Bangladesh lacked the capacity to effectively utilise the foreign aid. Al-Foul (2013) studied the impact of foreign aid on economic growth in Jordan and Egypt using time series data analysis with data from 1960 to 2005. Whilst the study found results which support the foreign aid-led growth hypothesis in Jordan, foreign aid and economic growth were found to have had no causality effect on each other in Egypt. A study by Murshed and Khanaum (2012) also found results which supported foreign aid-led growth hypothesis in the case of Bangladesh. Kargbo (2012) explored the impact of foreign aid on economic growth in Siera Leone using the Autoregressive Distributive Lag (ARDL) with data from 1970 to 2007. The study observed that economic growth was Granger caused by foreign aid in Siera Leone, both in the short and long run. However, the impact of foreign aid on economic growth was found to be marginal during the war whereas the pre-war period was characterised by a more efficient impact of foreign aid on economic growth. Minoiu and Reddy (2009) studied the effect of development aid on economic growth in developing countries using panel data analysis. They found that developmental aid was instrumental in promoting economic growth in comparison to non-developmental aid. Using a cross-country study, Moreira (2005) found that the foreign aid-led growth nexus was relevant in developing countries.
The foreign aid-led negative growth hypothesis was theoretically supported by Knack (2001) , whose study argued that foreign aid reduces institutional quality and increases corruption and rent-seeking activities, thereby negatively influencing economic growth. The negative impact of foreign aid on the economic growth hypothesis was supported by recent empirical studies such as Mallik (2008) , Sothan (2018) and Ali (2013) , among others. Using co-integration analysis, Mallik (2008) investigated the impact of foreign aid on economic growth in the poorest African countries. The study revealed that a long run relationship between foreign aid, economic growth, trade openness and investment existed in the poorest African countries studied. On the other hand, economic growth was found to have been negatively influenced by foreign aid in the poorest African countries studied. Sothan (2018) studied the effect of foreign aid on economic growth in Cambodia using the ARDL approach with time series data ranging from 1980 to 2014. The findings are twofold: (1) foreign aid had a positive effect on economic growth in the short run only and (2) foreign aid had a negative impact on economic growth in Cambodia. Ali (2013) investigated the impact of foreign aid on economic growth in Egypt using the vector error correction model (VECM) with time series data ranging from 1970 to 2010. The study observed that foreign aid had a significant negative influence on economic growth in Egypt, both in the short and long run. The same study revealed that Egypt would economically benefit from relying on internal financial resources rather than depending on foreign aid to finance growth (Ali 2013: 749) .
Albiman (2016), Alemu and Lee (2015) , Ekanayake and Chatrna (2010) and Rahnama et al. (2017) , among others, are the more recent empirical studies which corroborated the mixed results hypothesis. For example, Albiman (2016) investigated the effect of foreign aid on economic growth in Tanzania using the dynamic ordinary least squares approach with time series data ranging from 1976 to 2014. In the short run, foreign aid was found not to have had any effect on economic growth, yet the same study observed that foreign aid had a negative influence on economic growth in Tanzania in the long run. Using the dynamic generalised methods of moments (GMM) with panel data ranging from 1995 to 2010, Alemu and Lee (2015) studied the role of foreign aid in economic growth in African countries. The findings were twofold: (1) foreign aid had a significant positive impact on economic growth only in low-income African nations. By contrast, no evidence was found which supports the foreign aid-led growth hypothesis in the case of middle-income African countries.
Ekanayake and Chatrna (2010) studied the impact of foreign aid on economic growth in 85 developing countries from Africa, Asia, the Caribbean and Latin America using panel data analysis with data ranging between 1980 and 2007. Estimating the economic growth model for different time frames, economic growth was found to have been negatively affected by foreign aid in developing countries. The negative influence of foreign aid on economic growth was also observed in Asia, the Caribbean and Latin America when the economic growth model was estimated for different regions. In Africa, foreign aid was found to have had a significant positive influence on economic growth. When the economic growth model was estimated using the level of income criteria, foreign aid had a negative influence on economic growth in low income and upper-middle-income countries. On the other hand, economic growth was found to have been positively affected by foreign aid in lower-middle-income countries (Ekanayake and Chatrna 2010: 11) .
Using the dynamic GMM approach, Rahnama et al. (2017) investigated the impact of foreign aid on economic growth in developing countries. They observed that economic growth was positively influenced by foreign aid in high income developing countries, especially in the later stages of development. The same study revealed that foreign aid had a negative influence on economic growth in low income developing countries.
These contradictions from the literature on the relationship between foreign aid and economic growth is clear evidence that the relationship between these two variables is far from being a settled matter. Moreover, the conditions that must be available in the foreign aid receiving country before foreign aid triggered economic growth happens is still an area which needs further attention. Clearly, there is consensus in the literature with regard to the list of channels through which foreign aid can influence economic growth.
Research methodology
The study identified two main independent variables that determine economic growth, namely foreign aid and financial development. Control variables identified in the economic growth econometric function included FDI, human capital development, inflation, savings, trade openness and infrastructural development.
Econometric Model Specification:
The following empirical models were tested.
Where GR, FAID, FIN and X stand for economic growth, foreign aid, financial development and control variables such as trade openness, inflation, savings, infrastructural development and human capital development. 0 β is the intercept term while 2 β to 4 β represent the coefficients of the variables concerned. Ɛit is the error term. Subscripts t and i stand for time and country respectively whereas the unobserved country-specific time-invariant effect is denoted by i µ . The interaction between foreign aid and financial development is represented by
FIN , consistent with Goff and Singh (2014) .
Definition of variables, justification and a priori expectation: Adam (2013) , Jones and Tarp (2016) and Kargbo (2012) are some of the recent empirical studies which observed a positive impact of foreign aid on economic growth. On the other hand, a negative influence of foreign aid on economic growth was corroborated by prior research done by Mallik (2008) and Sothan (2018) . This study, therefore, expects foreign aid to have either a positive or negative effect on economic growth. The financial sector positively influences economic growth through its ability to promote the efficient utilisation of financial resources in the economy (King and Levine 1993) , the pooling of savings and channelling them into more productive use (Grossman 1976) , advancing risk management to protect the economy participants, and lowering the cost of doing business by reducing transaction and information gathering costs (Goldsmith 1969; Townsend 1983) . By contrast, Kiprop et al. (2015) noted that excessive financial development misallocates resources and causes economic volatility. Overall, financial development is expected to either positively or negatively affect economic growth.
According to Romer (1986) , FDI brings along with it the new technology, human capital development and technical know-how into the host country, know-how and the training of labour, all of which enhances economic growth. It is against this background that FDI is expected to influence economic growth positively. High inflation rates negatively affect the growth of the economy whereas moderate inflation rates lead to positive economic growth, argued Mallik and Chowdhury (2001) . Inflation is expected to either have a positive or negative impact on economic growth. According to McKinnon (1973) , economic growth is enhanced if savings are channelled towards the sectors of the economy which are productive. Savings are therefore expected to have a positive effect on economic growth.
Exports bring in foreign currency whilst imports enable the country to purchase inputs, implements and other resources necessary for the functioning of the economy. Moreover, high levels of trade openness subject the economy to international trade shocks which might consequently have a long-term negative effect on economic growth (Baltagi et al. 2009 ). Trade openness can, therefore, have either a positive or negative influence on economic growth. Infrastructure development is expected to positively affect the growth of the economy just like any other factor of production. Table 1 summarises the variables used, their proxies, the expected relationship between the independent and dependent variables and the sources of data. Estimation method: A panel data approach was used because of its main advantages, which were highlighted by Hsiao (2003) and Wooldridge (2002) . These are: (1) it is better placed to measure an impact that cannot be easily be identified using time series and cross-sectional data analysis. Specifically, the current study used the panel Fully Modified Ordinary Least Squares framework to estimate equations 1 and 2.
Descriptive statistics: In line with Abel and Le Roux (2016), performing correlation analysis and descriptive statistics is important before main data analysis in order to avoid the problem of spurious results. This is because, in econometrics, empirical results always have to adhere to a priori expectations.
Data: The study used panel data ranging from 1994 to 2014. In line with the International Monetary Fund (2015) classification criteria and data availability considerations, the emerging markets studied include Argentina, Brazil, Colombia, Indonesia, India, Mexico, Turkey and South Africa. The data for the macroeconomic variables were obtained mainly from African Development Indicators, the International Monetary Fund, the World Development Indicators, various reports from the United Nations Development Programme and the Global Financial Indicators database.
Research findings
The correlation co-efficient matrix (see Table 2 ) shows that there is a significant positive correlation between (1) foreign aid and economic growth and (2) infrastructure development and economic growth. A positive but non-significant correlation between (3) financial development and economic growth, (4) FDI and economic growth and (5) human capital development and economic growth was observed. Table 2 also shows a negative but non-significant correlation between (6) inflation and economic growth and (7) economic growth and trade openness.
On the other hand, the study observed that economic growth and savings in emerging markets were negatively but significantly correlated with economic growth. The majority of the correlation results are in line with the existing literature. All the correlations were found to be below 0.8. This means that the problem of multicollinearity does not exist between and among the variables studied, in line with Gujarati's (2007) argument. Table 3 shows the descriptive statistics for the variables studied, such as mean, median, maximum, minimum, standard deviation, skewness, kurtosis and Jargue-Bera. There were 168 observations for each variable studied during the period from 1994 to 2014. The standard deviation for economic growth and infrastructural development (above 1000) is an indication that there exist extreme and abnormal values in the data for the two variables. The zero probability values of the Jarque-Bera criteria for variables such as economic growth, foreign aid, financial development, FDI, human capital development, inflation, savings and infrastructural development, is evidence that the data for the variables concerned is not normally distributed. If the problem of extreme values and data not following a normal distribution is not corrected, this might lead to spurious results in line with Abel and Le Roux's (2016) observation. One way to address the problem is to convert all the data into natural logarithms before being used for main data analysis (Hair et al., 2014: 80) .
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The Kao Residual co-integration tests (results not presented here) showed that there is a long run relationship among the variables studied, a finding which gave way for the main data analysis using the panel Fully Modified Ordinary Least Squares to be undertaken.
Findings and Analysis:
The results of the panel Fully Modified Ordinary Least Squares are presented in Table 5 . The proxy that was used for financial development in Table 5 is the domestic credit provided by the financial sector (% of GDP). Source: author's own compilation from E-Views.
In model 1 (without the interaction variable), foreign aid had a significant positive impact on economic growth, in line with Balde (2011) , whose study argued that foreign aid positively influences the growth of the economy through increasing domestic savings, physical capital accumulation and investment activities. In support of King and Levine (1993) and Grossman (1976) , the current study showed that financial development had a positive effect on economic growth. FDI was also found to have had a significant positive impact on economic growth in line with the endogenous growth theory (propagated by Lucas, 1988) which noted that technology, technical know-how and managerial experience which flow alongside FDI bring economic growth into the host country.
Contradicting most theoretical predictions, human capital development had a negative effect on economic growth. The possible explanation could be that investing in human capital development on its own without addressing the conditions necessary for economic growth, such as corruption, corporate governance, the rule of law and political stability, among others, could be an exercise in futility. Inflation was found to have had a deleterious effect on economic growth, as supported by Mallik and Chowdhury (2001) , whose study noted that economic growth is negatively affected by high levels of inflation, which puts the cost of production inputs beyond the affordability of many domestic companies.
The current study shows that savings positively influenced economic growth, in line with McKinnon (1973) , who argued that economic growth is enhanced if savings are channelled towards investment and productive activities. Moreover, trade openness was found to have had a negative effect on economic growth, in support of the view by Baltagi et al. (2009) , which says that trade openness exposes the country to international trade shocks which might negative consequences for the economy. In line with the existing literature, infrastructural development had a significant positive influence on economic growth.
In model 2 (with the interaction variable), foreign aid had a significant negative influence on economic growth in selected emerging markets, in support of a view by Knack (2001) , who argued that foreign aid decreases the quality of institutions, pushes up corruption and rent-seeking activities, thereby affecting the growth of the economy in a negative manner. In support of Kiprop et al. (2015) , whose study explained that excessive financial development misallocates resources and causes economic volatility, the current study observed that financial development had a significant negative effect on economic growth in selected emerging markets. When foreign aid and financial development interacted, the study showed that the interaction term had a significant positive influence on economic growth in support of the argument by Ang (2010) and Nkusu and Sayek (2004) , which says that financial sector development or liberalization influences foreign aid's positive impact on economic growth. The finding also means that foreign aid and financial development complemented each other in promoting economic growth in selected emerging markets. The impact of FDI, human capital development, inflation, savings, trade openness and infrastructural development are similar under models 1 and 2. Table 6 presents the test results for the FMOLS approach. Foreign aid interacted with outstanding domestic private debt securities, outstanding domestic public debt securities, stock market capitalisation, stock market turnover, stock market value traded and domestic private credit in models 1, 2, 3, 4, 5 and 6, respectively. When foreign aid interacted with outstanding domestic private debt securities (model 1), stock market capitalisation (model 3), stock market value traded (model 5) and domestic private credit (model 6), the findings show that foreign aid and financial development complemented each other in enhancing economic growth. The results are in line with arguments put forward by Ang (2010) and Nkusu and Sayek (2004) . On the other hand, Table 6 shows that the interaction between (a) foreign aid and outstanding domestic public debt securities and (b) foreign aid and stock market turnover, had a deleterious effect on economic growth. This could be possible especially when high public bond sector development crowded out both foreign and domestic investment, in line with an argument by Tan and Ismail (2015) . It could also be possible when high liquid stock markets cause significant FDI outflows and consequently slow down economic growth.
Robustness tests

Conclusion and recommendations
This paper studied the complementarity between financial development and foreign aid in promoting economic growth in selected emerging markets using the panel Fully Modified Ordinary Least Squares approach with data ranging from 1994 to 2014. Although (1) aid-growth and (2) finance-growth studies have been conclusively dealt with, the role of financial development in the aid-growth nexus has been barely researched. Whether financial development and foreign aid complement each other in the economic growth process is a question that is still an unsettled issue in finance and economics. Is financial development a channel through which foreign aid positively influence economic growth? The current study sought to address these two questions using selected emerging markets as a case study. The complementarity between foreign aid and financial development resulted in a significant positive impact on economic growth in support of the scant literature available (Nkusu and Sayek 2004; Ang 2010) . In other words, financial development was found to be a channel through which foreign aid enhanced economic growth in selected emerging markets. The study, therefore, urges selected emerging markets to implement policies which deepen the financial sector in order to allow foreign aid to positively contribute towards economic growth. In addition, the study recommends that more conditions which enhance foreign aid's ability to positively influence economic growth need to be investigated in a separate empirical study.
